
March 12, 2001

Ten-Year Budget Surplus Estimates Are Unreliable

Dear Democratic Colleague: 

Many Americans have questioned the wisdom of passing huge tax cuts which depend on $5.6 trillion
in ten-year CBO projected surpluses we may never realize.  CBO itself concedes that its ten-year
forecasts are speculative and could easily be wrong.  If Congress enacts the $2 trillion Bush tax cuts
and we don't garner the large surpluses, Congress will face three bad choices:  either let the budget
slide back into the red, impose deep across-the-board cuts on key spending priorities like education
and Medicare or raise taxes.

Attached is an excellent article from Sunday's New York Times explaining why there is a very real
risk the projected budget surpluses could never materialize.  The article cites three Wall Street
economists who expect a plunge in tax revenue with the drop in stock market prices.  One of the
reasons for the growing budget surpluses over the past few years has been higher capital gains tax
revenue as a result of the booming stock market.  As investors have sold appreciated stock or
exercised stock options, they pay large capital gains tax on their profits.  But with the end of the
market boom and the fall of stock prices, these Wall Street economists expect a drop in capital gains
tax revenue and a resulting drop in the budget surplus.  Mark Zandi, Chief Economist at
Economy.Com, explains, "We've had years of stock-juiced surpluses at all levels of government. But
a flat equity market will quickly weigh on government's good fiscal fortunes.  Policy makers will be
sorely disappointed and the economy's long-term performance will suffer."  Robert Barbera, an
economist at Hoenig & Company, explains, "estimates of revenues will be prove to be greatly
exaggerated.” 

Congress should look at the experience of many state governments which cut taxes and launched new
spending initiatives, all banking on  growing budget surpluses.  Now, with the economic slowdown,
these same states are facing unexpected budget deficits which are forcing them to cut important state
services.

This article and the experience of the states provide one more reason why Congress should move
cautiously before passing huge tax cuts.  A more responsible approach is to pass more affordable tax
cuts and commit a significant portion of the remaining projected surpluses to pay down the debt and
extend the solvency of Social Security and Medicare.  Then, if the surplus projections prove too
optimistic, we will be in a better fiscal position to address our nation's long-term needs, especially
Social Security and Medicare. 

Sincerely,

John M. Spratt, Jr.
Ranking Democratic Member
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